Overview of Credit Card Chargeoff Reporting
Credit card chargeoffs are loans that are written off by card issuers as no longer collectible because they are in default. Cardholders generally default on their loans either by filing for bankruptcy or by missing a series of payments. Chargeoffs that occur as a result of missed payments are often referred to as "contractual chargeoffs." Based on a recent review of chargeoff statistics of top prime issuers, it is estimated that roughly 60 percent of chargeoffs are contractual and 40 percent are attributable to bankruptcy. 7 Historically, regulators have limited the number of billing cycles that a non-paying account can remain on an issuer's books before being charged off. Guidance issued by regulators prior to 1999, however, was interpreted and applied inconsistently. Some issuers wrote off contractual chargeoffs after just five billing cycles (i.e., 120 days delinquent), while other issuers waited seven billing cycles (i.e., 210 days). In February 1999, federal regulators revised and clarified chargeoff guidelines as they related to credit card loans. Under these new guidelines, contractual chargeoffs must occur when balances become six billing cycles past due (i.e., 180 days delinquent), and bankrupt accounts must be charged off 60 days after receipt of notification of the filing from the bankruptcy court. 8 Most of the entities described in this paper report "net chargeoffs." This means that the reported chargeoff rate in any given month is "net" of recoveries. Recoveries represent debts that card issuers are able to collect after an account has been charged off. Recoveries can be generated by selling charged-off debts to collection agencies (typically for a few pennies on the dollar) or by securing post-chargeoff payments from debtors. Because a recovery can be realized months after a debt obligation has been charged off, the recovery in any given period may or may not 7 This was based on a study of credit card trust delinquency and chargeoff data from January 2001 to March 2003. The data came from ABSNet, a provider of credit card asset-backed securities performance data. A 50 percent 150-day roll rate (i.e., half of loans that are 150 days past due charge off) and an 80 percent purification rate (i.e., 20 percent of the balances were interest and fees that are not charged off but reversed against their respective revenue line items) were assumed. 8 For a detailed description of the new chargeoff policies, please see the February 10, 1999, FFIEC press release entitled "Federal Financial Institution Regulators Issue Revised Policy for Classifying Retail Credits." The release can be found on the FFIEC's web site at: www.ffiec.gov/press.htm. correspond to the actual debt charged off during the period. For example, an issuer may receive a $1000 recovery in June for an account it charged off six months prior. In reporting net chargeoffs, the issuer would subtract the $1000 from June's gross chargeoffs.
Before an individual's credit card balance is written off, issuers typically reverse the uncollectible finance charges and fees that were posted to the account in the months just before it was charged off. This process, referred to as "purification," follows generally accepted accounting principles (GAAP). 9 For example, suppose a cardholder stops making payments on an account with a $1000 balance that is current in January. Six months later, with the accrual of late fees, overlimit fees, and finance charges, the account holder's balance will have climbed to $1300. Before chargeoff, the issuer subtracts the $300 in uncollected interest and fees from the balance and reverses these amounts against the appropriate revenue line items. After purification, the balance ultimately charged off will be $1000. Overall, purification has the effect of reducing the balances that issuers charge off.
Three of the five chargeoff indicators discussed in this paper are based on on-balancesheet credit card loan data. Ten years ago, these indicators would have reflected the chargeoffs of approximately 85 percent of the credit card receivables in the U.S. Over the past decade, however, there has been a dramatic increase in the percentage of credit card loans that are securitized and held off issuers' balance sheets. These same on-balance-sheet statistics now only account for approximately 40 percent of the card market. 10 The increase in the off-balance-sheet financing of revolving debt is illustrated in Figure 1 .
Off-balance-sheet financing requires that issuers sell a portion of their credit card receivables to an unconsolidated trust. The trust then issues securities to investors backed by those receivables. This process converts the credit card assets into tradable securities and is often 9 The June 2003 Call Report Glossary, under the definition of "Nonaccrual Status," indirectly addresses purification as follows: "Banks shall not accrue interest…on any asset (1) which is maintained on a cash basis because of deterioration in the financial condition of the borrower, (2) for which payment in full of principal or interest is not expected, or (3) upon which principal or interest has been in default for a period of 90 days or more unless the asset is both well secured and in the process of collection. 
Review of Methods

The Board of Governors of the Federal Reserve System
The Board banks, approximately 2200 reported having an on-balance-sheet portfolio of credit card loans in 4Q2002. These banks' on-balance-sheet card loans totaled approximately $225B. The majority of these loans, approximately $205B, were held by the 25 largest Call Report-filing banks (as measured by on-balance-sheet credit card loans). Figure 2 shows the distribution of credit card loans among these 25 banks. Figure 3 shows the distribution of banks and credit card assets in the BOG sample by bank type. Although national banks comprise just a quarter of the BOG's sample, they hold almost three-quarters of the sample's on-balance-sheet loans.
Before using the Call Report data to calculate chargeoff statistics, the BOG checks the data for errors. After the data have been validated, the Board manipulates the data in two After removing subsidiaries with twice-reported assets and adjusting for mergers, the chargeoff formula is applied to the data. Generally, the calculation involves dividing the sum of the banks' total on-balance-sheet net chargeoffs for the quarter by the sum of the banks' average on-balance-sheet credit card loans for that quarter. To report chargeoff rates on an annualized basis, the resulting rate for the quarter is multiplied by four. Commercial Banks in 1997 ," Federal Reserve Bulletin, vol. 84, June 1998 Prior to 2001, Call Reports captured information on loans made to individuals on "credit cards and related plans." The numbers banks reported, therefore, may have included products such as installment loans, student loans, and check-accessed lines of credit. In 1Q2001, the Call Report was modified to separate the reporting of credit card loans from other types of revolving consumer loans.
Since the banks report chargeoff and recovery data on a year-to-date basis, the Board derives the quarterly values by subtracting out the preceding quarter's numbers in the second, third, and fourth quarters of the year. The current quarter's recoveries are then subtracted from the current quarter's gross chargeoffs. The result is multiplied by four to form the annualized numerator.
The denominator of the Board's equation is equal to the average on-balance-sheet credit card loans from schedule RC-K multiplied by a "consolidated bank factor." Multiplication by this factor is necessary because the loan value reported on RC-K includes only banks' domestic loans.
The numerator, as mentioned above, includes both domestic and foreign net chargeoffs. To ensure that the net chargeoff and loan values are comparable, the Board multiplies the average from RC-K by the ratio of domestic and foreign credit card loans to domestic credit card loans (both from schedule RC-C). For banks that do not have foreign portfolios, the consolidated bank factor is equal to one. A bank with a foreign card portfolio would have a consolidated bank factor greater than one. The chargeoff rate is then calculated by dividing the annualized sum of net chargeoffs for the quarter by the foreign-adjusted average loan balances for the quarter. A list of the Call Report fields used to calculate the BOG rate can be found in Figure 5 .
In addition to providing the net chargeoff rate for all banks that file Call Reports, the Board makes available two additional indices: one for the 100 largest banks in the sample and another for the remaining banks. These groupings are determined by rank ordering banks by total asset size as reported on the previous quarter's Call Report (schedule RC).
Periodically, the Board determines if any banks have amended their historical Call Report filings. For any quarter in which there was a modification, the net chargeoff rate is recalculated and a revised rate is posted on the Board's web site. These revisions usually affect only the rates reported during the previous eight to 12 quarters. According to analysts at the Board, revisions to the quarterly chargeoff figures are rare. The author noted two revisions in the past three years. In 4Q2001, the chargeoff rate was downwardly revised from 6.57 percent to 6.29 percent, and in 1Q2002, the rate was revised from 9.35 percent to 7.67 percent. Although it is not clear why the chargeoff rate was significantly revised in 1Q2002, it has been suggested that the misreporting of the sale of a large subprime portfolio in that quarter contributed to the decrease.
The Federal Deposit Insurance Corporation
The In addition to bank-level UBPRs, the web site provides UBPRs at the "peer group" level.
There are essentially three credit-card-bank-specific peer groups, which are labeled with numbers 201, 202, and 203. These three groups roll up into a larger peer group called credit card specialty banks. Each quarter, the FFIEC assigns Call Report-filing banks to one of the three underlying credit card bank groupings if they meet two criteria. First, the sum of the bank's on-and offbalance-sheet credit card loans divided by its total managed loans must exceed 50 percent.
Second, the sum of the bank's total loans and off-balance-sheet credit card loans divided by the sum of its total assets and off-balance-sheet credit card loans must exceed 50 percent. The banks that meet these criteria are then divided into three groups based on total asset size. Group 201 includes banks with total assets of more than $3B; group 202 includes banks with total assets between $1B and $3B; and group 203 includes banks with total assets less than $1B. Based on these criteria, the FFIEC selects new peer groups each quarter.
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The UBPR's peer group chargeoff rates are derived from bank-level chargeoff data. To understand the peer group rate, therefore, it is first necessary to understand how the UBPR 33 For a general overview of the Uniform Bank Performance Report and its methodology, see the UBPR User's Guide. The guide is available on the FFIEC's web site at: www.ffiec.gov. 34 Please note that Figure 6 includes the size of each bank's credit card portfolio. The three different groupings described here, however, are determined by total asset size.
calculates chargeoff rates at the individual bank level. All chargeoff rates published in the UBPR are calendar year cumulative. The numerator is calculated by subtracting year-to-date recoveries from year-to-date chargeoffs. The denominator is a two-to five-period average (i.e., two periods in the first quarter, three periods in the second quarter, four periods in the third quarter, and five periods in the fourth quarter) of on-balance-sheet card loans. The denominator is calculated by adding the following variables and dividing by the number of quarters included in the summation:
the previous year's fourth-quarter average on-balance-sheet credit card loans on schedule RC-K; the current quarter's average on-balance-sheet credit card loans on schedule RC-K; and any intervening quarters' average on-balance-sheet credit card loans on schedule RC-K. The result is annualized by multiplying by four in the first quarter, two in the second quarter, one and one-third (1.33) in the third quarter, and one in the fourth quarter.
The UBPR's peer group chargeoff rate is a straight trimmed average of the individual bank rates. The rates for all of the banks in the peer group are added together, with the exception of the bank with the highest chargeoff rate and the bank with the lowest chargeoff rate. 35 This result is then divided by the number of banks included in the summation. Because a straight average is taken, the chargeoff rates of banks with large portfolios (e.g., MBNA) are given the same weight as banks with smaller portfolios (e.g., Merrick Bank) in the credit card specialty bank peer group calculation.
Depending on the peer group, the UBPR's methodology can result in an overstatement of chargeoffs at the individual bank and peer group levels. The denominator for the UBPR rate comes directly from schedule RC-K. As explained in the description of the BOG's method, this field is the average of domestic credit card loans for the quarter. The numerator, however, includes chargeoffs and recoveries from both the domestic and foreign portfolios. For most banks 35 With the exception of the 201, 202, 203, and credit card specialty bank groupings, the FFIEC's peer groups often include hundreds or thousands of banks. When calculating averages for these larger groups, the group is trimmed by removing outliers. The outliers are banks with ratios in the top 5 percent and the bottom 5 percent of the sample. Since the four credit-card-related peer groups are relatively small (i.e., generally the groups include fewer than 15 banks), the banks with the highest and lowest values are removed only if their values are "significantly" different from the second highest and second lowest values.
that have only a domestic portfolio, using the RC-K average does not impact the calculation.
However, for Capital One (peer group 201), MBNA (peer group 201), and GE Capital (peer group 203), using the RC-K average understates outstandings by approximately $2.6B, $4.9B, and $0.1B, respectively. This has the effect of inflating the chargeoff rates associated with peer groups 201 and 203 and the credit card specialty bank group.
The FFIEC adjusts bank data for mergers if the assets of the acquiring bank increase more than 25 percent. It does this by adding the acquired bank's assets to those of the acquiring bank. It does not, however, add the acquired bank's chargeoffs to those of the acquiring bank. For this reason, the chargeoffs of a newly merged entity may be underreported.
Standard and Poor's
In general, card issuers that securitize any portion of their credit card portfolio provide investors with monthly trust performance reports. 36 These reports typically include a wide range of trust performance statistics, including chargeoff, delinquency, and monthly payment rates.
Standard and Poor's (S&P) receives these reports for every trust that contains a bond series rated by the agency. These performance reports are the foundation of the aggregated statistics published in S&P's Credit Card Update, a monthly newsletter for investors in credit card assetbacked securities. Update analyzes the excess spread, yield, delinquency, and chargeoffs of an index of credit card trusts. These trusts hold approximately $406B in off-balance-sheet credit card loans ¾ approximately two-thirds of the total bankcard market's outstandings.
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For a trust to be included in the index, it must be rated by S&P and collateralized by retains all of the trusts in the index until they are paid off or their servicer discontinues monthly reporting.
Trust performance reports, unlike Call Reports, are not uniform. Their contents vary from servicer to servicer and are determined by agreements with investors. Some issuers report a monthly chargeoff rate for the trust they service; others simply provide total charged-off dollars.
Some issuers subtract recoveries from chargeoffs and supply only a net chargeoff value; others report chargeoffs and recoveries separately. Some issuers add recoveries to finance charges and fees and include them as part of the trust's revenues. 39 Given this lack of uniformity, S&P attempts to derive a gross chargeoff rate for each trust based on the data provided by the servicer.
If a net chargeoff rate is provided and recoveries are not separately reported, S&P requests a gross rate from the servicer. If a servicer reports the monthly chargeoff amount instead of an annualized rate, the rate for the index is derived by dividing total monthly charged-off dollars by the average monthly trust balance and multiplying the result by 12. According to S&P, a gross chargeoff rate is supplied or derived for the vast majority of trusts in the index.
Finally, the chargeoff rate for the index is calculated by taking the weighted average of the rates derived for each of the individual trusts. For the purpose of weighting, the end-of-period trust balance is used.
S&P began tracking industry chargeoffs on a monthly basis in January 1991. 40 Its web site, www.standardandpoors.com, has a link to the most recent month's Credit Card Update.
Early versions of Update and historical chargeoff data may be available upon request.
Fitch Ratings
Fitch, like S&P, publishes a monthly chargeoff index using the monthly performance reports of credit card securities that Fitch rates. For a comparative summary of the five measures discussed in this section, please see Figure 9 .
Comparison of Chargeoff Statistics
Despite their using different data sources and computational techniques, the five organizations described above produce chargeoff statistics that generally follow similar paths 41 Fitch explained that, excluding the portion of the security issues owned by the servicers themselves (i.e., the seller's interest), the value of the card-backed securities issued on these receivables totaled $256B in May 2003. 42 Currently, Fitch's web site has the most recent 18 months of Movers & Shakers.
over time (see Figure 10 ). As seen in Figure 10a , In addition to appearing as if they move in similar directions in Figures 10, 10a , and 10b, the measures from the BOG, FDIC, S&P, and Fitch exhibit strong statistical relationships.
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Statisticians use correlation analysis to measure the strength of a relationship between two variables. A widely used statistic for this purpose is the Pearson correlation coefficient. A correlation coefficient is a number that ranges from negative one to positive one (i.e., -1 to +1). A low correlation coefficient (i.e., a number close to zero) suggests that the relationship between two series is weak. A positive correlation coefficient (i.e., a number close to positive one)
indicates that the relationship between two series is very strong and that the two will generally move in similar directions (e.g., when one series increases, the other also increases). A negative coefficient (i.e., a number close to negative one) indicates that the two series will generally move in opposite directions. Comparing the BOG, FDIC, S&P, and Fitch chargeoff rates to each other 43 The FFIEC's measure is not analyzed in this section because of its short history.
over the 12-year period beginning in 1991, the author found that the four measures were positively correlated. Correlation coefficients for these comparisons ranged from 0.79 to 0.98.
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Correlation coefficients were also calculated for four different periods. These periods were chosen to correspond with changes in the overall direction of the chargeoff indicators. The four periods are as follows: 1Q1991 to 1Q1995, 2Q1995 to 2Q1997, 3Q1997 to 3Q2000, and 4Q2000 to 4Q2002. These periods are depicted by alternating shaded sections in the graph in Explaining exactly why these relationships seem to have deteriorated over the past few years is beyond the scope of this paper. Some of the following developments, however, have likely been influential. As described earlier, the FFIEC issued guidance requiring issuers to modify chargeoff practices in December 2000. In 1Q2001, the Call Reports used to calculate the BOG and FDIC measures were modified. Prior to this modification, "credit card" chargeoff rates included the chargeoffs of some other consumer loan products. In late 2001 and early 2002, regulators intervened at four large subprime credit card issuers that heavily relied on off-balancesheet funding sources. One of these issuers was ultimately shut down, and the other three were required to change their lending practices. Providian's 1Q2002 Call Report filing indicated that the bank charged off $1.4B of on-balance-sheet loans -more than it had charged off in the previous three quarters combined. Also during the early 2000s, credit card issuers brought record levels of asset-backed securities to the market. In 2001 and 2002, investors purchased $76B and $73B in card-backed bonds, respectively -eclipsing previous years' issuance levels that ranged between $30B and $50B. 45 The extent to which these and other factors have influenced the movement of different chargeoff metrics is an interesting area for additional research.
On average, the Board's and FDIC's chargeoff rates were 60 to 80 basis points lower than those reported by Fitch and S&P from 1991 to 2002. The table in Figure 13 contains the mean and standard deviation for all four chargeoff measures. Lower averages for the Board and FDIC indicators are likely driven by two factors. First, the Board's and FDIC's chargeoffs are net of recoveries. S&P's and Fitch's chargeoffs are gross. Second, there are structural differences between on-balance-sheet and off-balance-sheet receivables. Because of the delay between acquiring an account and assigning it to an off-balance-sheet trust, there is typically a higher proportion of newer accounts in most issuers' on-balance-sheet portfolios. Since it takes at least six months for an account to be charged-off, newer accounts (i.e., less than one year old)
generally have lower chargeoff rates. With a higher proportion of new accounts in the onbalance-sheet portfolio, a lower chargeoff rate is expected.
It is also interesting to note the movement of Fitch's average chargeoff rate. After three periods of being higher than S&P's average rate, Fitch's average was 80 basis points lower than S&P's in period four (see Figure 13 ). Neither Fitch nor S&P reported any changes to their calculation methods during this time. An analyst at one of the rating agencies suggested that the movement could have been influenced by a shift in the store card market.
Use of Industry Chargeoff Measures
The chargeoff rates published by the Board, FDIC, S&P, and Fitch are widely cited by economists and the popular press as indicators of general economic health and card issuer performance. Investors in credit card asset-backed securities also rely on industry chargeoff measures. The measures help set investors' expectations as to how well their bonds will perform.
Market analysts use industry chargeoff measures as benchmarks against which individual bank performance can be compared. Calculations vary by treatment of recoveries, derivation of the rate's denominator, and techniques used to annualize the rate.
Complicating all of the source-and method-related differences is a rapidly changing On-Balance -Sheet
On-Balance -Sheet
Off-Bal.-Sheet
Off-Bal.-Sheet * Includes only call-report-filing banks that report on-balance-sheet credit card loans greater than zero. Note: The FDIC count does not include savings banks that file a TFR. **includes double-counted assets Period 1
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